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FISCAL & INVESTMENTS OVERSIGHT COMMITTEE ’E’
CITY OF LINCOLN "
+«AGENDA**
February 6, 2017
3:00PM

LOCATION: CITY HALL - 600 SIXTH STREET
First Floor Community Meeting Room

MEMBERS:
Peter Gilbert — Mayor - Chair
Dan Karleskint — Councilmember —Vice Chair
Gerald Harner - City Treasurer
Paul Apfel - Committee member
Henry Lipschitz - Committee member
Matt Brower - City Manager
Steve Ambrose - Director of Support Services

1. CALL TO ORDER

ROLL CALL

CITIZENS ADDRESSING THE BODY

REVIEW INVESTMENT REPORT FOR THE QUARTER ENDED DEC 31, 2016

A

REVIEW OF MID-YEAR BUDGET

6. ANNUAL REVIEW OF INVESTMENT POLICY

7. NEXT REGULARLY SCHEDULED MEETING DATE —MAY 1, 2017
8. ADJOURNMENT

CITIZENS ADDRESSING THE COMMITTEE/COMMISSION/BOARD

Citizens may address the BODY on any item on the agenda when the item is considered. Citizens wishing to speak
may request recognition from the presiding officer by raising his or her hand and stepping to the podium when
requested to do so. An opportunity will be provided for citizens wishing to speak on non-agenda items to similarly
request recognition and address the BODY. Three-minute time limits may be placed on citizen comments.

ACCOMODATING THOSE INDIVIDUALS WITH SPECIAL NEEDS

In compliance with the Americans with Disabilities Act, the City will provide special assistance for disabled members of
the public. The meeting room is wheelchair accessible and disabled parking is available. If you have a disability and
need a disability-related modification or accommodation to participate in the meeting, please contact the City Clerk’s
Office at (916) 434.2490. As a courtesy, please make every effort to inferm the Clerk of your needs at least 24 hours
prior to the meeting so the City may make reasonable arrangements to ensure accessibility to this meeting.

WRITTEN MATERIAL INTRODUCED INTO THE RECORD

Any citizen wishing to introduce written material into the record at the meeting an any item is requested to provide a
copy of the written material fo the Fiscal & Investments Oversight Committee prior to the meeting date, so that the
material may be distributed to the members prior to the meeting.
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MEMORANDUM

TO: Fiscal and Investments Oversight Committee
FROM: Steve Ambrose, Support Services

DATE: February 6, 2017

ITEM: Retirement / Investments / Fiscal Updates

Staff has completed a review and summary of for the following areas: the city retiree
health program; the city investment portfolio, fiscal overview and is summarized below.

Retiree Health Program

e For the twelve month period ending December 31, 2016, the value of the portfolio
increased $130,786 from $2,550,364 to $2,681,150 or 5 percent for that period. The
overall, annualized inception to date, rate of return earned by the portfolic is 5.78
percent. (See Attachment A — Margan Stanley Performance Summary- OPEB Trust)

Investment Portfolio

e The investment portfolio is managed to provide to provide liquidity of funds to meet
cash flow requirements while maximizing investment earnings within the constraints
of the approved Investment Policy. All funds are invesied in compliance with
Government Code Sections 53600 et seq. and with the City’s Investment Policy.
There are sufficient funds available to meet funding requirements and investment
goals for the during the next six month period.

o The total value of the City’s cash and investments for all funds as December 31,
2016 was $127,914,879 and is summarized in the table below:

March 31 June 30 Sept. 30 Dec. 30

Account Description 2016 2016 2016 2016
Demand Account at US Bank 5,395,659 6,609,723 5,163,619 8,284,930
Local Agency Investment Fund [LAIF) 12,680,184 21,700,528 10,921,994 8,948,380
Morgan Stanley

Morgan Stanley Money Market Fund 173,661 5,068,851 4,053,029 226,945

Municipal Bonds 1,041,673 1,024,095 768,646

Corporate Bonds 39,052,533 38,868,273 40,696,124 41,443,312

US Agency Bonds 68,762,064 64,562,736 63,102,647 65,467,645

Certificate of Deposits 847,054 2,142,814 3,133,625 3,543,668

Total Morgan Stanley 109,976,986 111,666,771 111,754,071 110,681,569

128,053,829 140,037,022 127,839,684 127,914,879 |
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e Based on the current 12 month cash and investment projections the City appears to
be able to meet recommended investment goal of $2,500,000 for the next 8 months
based on current revenue and spending projections and incoming maturities or
redemptions, investment returns and available cash if required. Investment goals
may need to be reviewed and adjusted in the last quarter of 2017. (See Attachment
A, Morgan Stanley Performance Summary-Investments Page 6)

e The investment portion of the city's cash conbinues to be managed by Morgan
Stanley Wealth Management under the direction of Chris Beeman. The attached
portfolio summary provided by Morgan Stanley highlights the last quarter investment
performance. {See Attachment A - Morgan Stanley Performance Summary)

e The Investment Committee annually reviews the City’s Investment Policy. The 2018
Investment Policy was last reviewed by the Investment Committee on February 1,
2016 and was approved by the City Council on February 23, 2018. The Investment
Policy has not been updated since that time. Staff and the City's investment Advisor,
Chris Beeman, have reviewed the current Investment Policy and are recommending
no madifications at this time. (See Attachment A =Morgan Stanley Performance
Summary =Investment Policy)

Fiscal Overview

The attached Fiscal Year 2016-17 Mid-Year Budget Analysis provides an update on the
status of revenues and expenditures for the City’s General Fund and other operating
and capital funds including proposed budget adjustments based upon infermation
currently available. Staff has completed a thorough review of the revenue received and
funds expended through December 31, 2018. Based upon that review, several
adjustments to budgeted revenues and expenditures are proposed. The City's General
Fund budget, including the proposed Mid-Year adjustments, remains balanced. A
detailed listing of the proposed adjustments to revenue and expenditure budgets is
attached.

Altachments
Attachment A — Morgan Stanley Performance Summary
Attachment B — 2016-17 Mid-Year Budget Analysis
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CITY OF LINCOIN CALIFORNIA FUTURIS PUBLIC ENTITY INVESTMENT TRUST
December 31, 2016

Asset Allocation

Change In Portfolio

Portfolio Value on [2-31-15 2,550,364.02
PORTFOLIO SUMMARY
Contributions 0.25 December 31, 2016
Withdrawals -0.15
Change v Market Value 75,584.22
Income Received 85,151.56
Portfolio Fecs -29.945.92
W CASH AND RECEIVABLES 0.55
Partfolio Value on 12-31-16 2,681, |49% ¥ FIXEQ INCOME FUNDS 1,498,675 40
2,681,149.98

DOMESTH. ECGLNTY FUNDS 827,357 .49

W INTERMATIONAL EQLITY FUNDS
405,117 .74

Time Weighted Return - Gross of Fees

Account
S&P 500 TR
MSCI EAFE

MECLACW! Ex LS Net

Barclays Aggregale

Barclays Global Age Bd

FInhedged

0% MECI ACWL 50%

Barclays App

Agccount

S&P 500 TR

MSC1 EAFE

MSECT ACWI Ex U5 Net
Barclays Aggrciate
Barclays Global Agp Bd
Unhedged

50% MSC1 ACWIY 50%
Barclays Agg

Annoualized Annuslized Annualized
Manth Ouarter Year Latest 1 Latest 3 Latest £ Inception
To Date To Date To Date Year Year Year To Date
1.16 .62 6.22 6.22 340 - 578
198 383 11,9% 1198 488 11.67 14.03
342 -0.71 1.00 1.00 -1.60 6.53 645
256 =128 450 4.50 -1.75 502 472
04 -2 98 2,66 166 3.04 224 1.68
.46 -1.07 208 208 019 0.1% -0.36
.15 0.5 541 541 1,28 593 542

Time Weighted Return - Net of Fees

Annuuliced Annualized Annualized

Maonth Cuarter Year Latest 1 Latest 3 Latest 5 Inception
To Date Ta Date To Date Year Year Year Ta Date

1.07 A 31 5.01 5.01 230 - 462

1,98 383 11.9% 11.9%8 LR:E 14 67 14.03

342 -071 1.00 1.00 -1.60 653 6.45

2,56 -1.25 4.50 4.5 «1.75 5102 4.7

%14 -39k 288 2.66 3.04 224 .68

-.46 Fa7 108 208 -0119 019 036

115 Ria] 541 541 3.26 503 542




PORTFOLIO APPRAISAL
December 31, 20186

Securily Linit Tatal Market Pel. Cur.
hantity Security Symbal ~ Cost Cost Price Value Assets  Yield
CASH AND RECEIVARLES
NORTHERN INSTI. BGSX.X -0.55 -0.55 0.0 -0.2
FUKRDS
GOVERNMENT
SELECT
FIXED INC MUTUAL FUNDS
Taxable Funds
22631997 BLACKROCKTOTAL  MPHQX 11.93 270,031.35 11.5% 26207853 9.8 29
RETURN FD BD FD
BLKRK CI.
14,637,706  GUOGGENHEIM FDS GLUS X 18.32 26811879 18049 264,796 10 9.9 39
TR INVT G B} INSTL
5,172,576  GUGGENHEIM GLOLX 26.11 135,064 24 26.37 136,401 83 5.1 54
MACRQ
OQPPORTIUNITITS
INSTL
10,279.521 HARTFORD WORLD HWDY X 10.37 106,605 82 10.27 105,570.68 39 02
BOND Y
3128691 LEGG MASON BW LMAM X 1046 85,045 34 981 80,555.33 30 38
ALT
7a3T9 946 LEGG MASON BW GOBS X 1127 85,445.69 10,445 76,178.46 28 0o
GLOBAL OFFS BIy {5
18,503.003 PRUDENTIAL TOTAL  PTRQX 1461 270,411.3K 14.10 260,892 34 9.7 30
RETURN BD FD
22959994 WESTERN ASSET WAPS X 11.85 27208312 11.42 26220313 a8 48
FDS TNC o S
_ LA92.805.73 1 448 67540 54.0 3.
1,492,805.73 1,448,675 40 3.0 3.
DOMESTIC EQUITY FUNDS
Large Cap Funds
7817644 ALGERFDS [I ASPZ X 18,30 143,070.47 16.97 132 66542 4.9 00
SPECTRA FD Z
7283570 COHEN & STETRS [T AR 15635 11400213 14.80 107,796 .84 4.0 29
RLTY INCM NEW
SHSCL Z
4,812,584 COLUMEBIA FDS SER COFY X 2264 108,772,860 2284 109,919 42 41 11
TR ]
2,735.321 OAKMARK SELECTI QAKL.X 4123 11359882 43.04 118,589 02 4.4 iy
475,444 27 468,970 69 125 il
Mid Cap Funds
1,895.928 HARTFORD MIDCAF  HMDY X 2566 48.642.08 2930 56,688.25 21 0.0
Y
3,507.355 PRIIDIENTIAL PGRQ.X 2582 89,504 90 2282 £0,037.84 30 25
GLOBAIL REATL
ESTATE
138,146 98 136,726.09 51 15
Small Cap Funds
£,621.913 ALGER FIS SMAIL AGOZX 1093 72,378,486 12.15 #0,456.24 30 0
CPFOCIIS 7
904 687 UNDISCOVERED LBVF X 5698 51,555.10 Hd.64 58,478 97 2.2 11
MAMNAGERS FD$
BEHAVR VAL Ré
123,933 95 13893520 5.2 04
741,525.21 744,631 99 2748 11




PORTFOLIO APPRAISAL
December 31, 2016

Security Tnit Total
Chuantity Security Symbaol Cost Cost
INTERNATIONAL FUNDS
Large Cap Funds
5048466 BRANDES BEMR.X .01 4042950
EMERGING
MARKETS VALUE R6
Small Cap Funds
4,158.996 BRANDES BISR.X 13,33 5544194
INTERNATIONAL
SMALL CAT' Ré
International
1,515,717 AMERICAN FUNDS ANWE.X 3798 57,573.55
NEW PERSPECTIVE
2
5,216,906 BRANDLES INVT TR BIER X 14.8% 17,305.92
INTEQTY FD Rs
5545 973 HARTFORD HILY X 13.43 7504769
INTERNATIONAL
VALIIL'Y
3530475 LEGG MASON CBIS.X 14.51 51,210.56
PARTNERS EQUITY
TR CLEARBDG IN IS
261,387.72

Emeraing Markets
751786 AMERICAN FUNDS NFFF.X 5873 44.150.7%
NEW WORLID F-2

401,41995
BALANCED EQUITY FIINDS
Balanced Funds
4115692 THORNBURG TIBI.X 1492 8197308
INVESTMENT
INCOME BUILDIER 1
81.973.08
TOTAL PORTFOLIO 2,717,723.42

Price

783

1316

35.23

14.G0)

51.3]

20210

Market Pet. Cur,
Value Assefts  Yield
39,529 49 1.5 14
54,732.39 2.0 28
53,398.71 2.0 i1
8247928 3.1 ié
83,799.635 31 23
5260408 2.0 24
372,281.72 10.2 25
38.574.14 1.4 13
405.117.74 15.1 23
8272541 il 41
82,725.41 31 4.1
2,681,149.98 100.0 2.6



Investments
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PORTFOLIO REVIEW - DECEMBER 31, 2016
DISCUSSION POINTS:

PERFORMANCE DETAIL (AS OF 12/31/2016)

= Account Value

= (Current Yield

= Projected Tncome
"  LAIF Current Yield

PORTFOLIC MANAGEMENT

$ 110,681568.75
2.03%

$ 2,232,300.68 annually
0.719%

= Tacger: $30M per year in ladder
= $2.5M per month Target

STRATEGY

Lo

$1.5M - $2M / mo. Agency
o $500k - §750k /mo. Corporate

¢  Continue ladder strategy

PORTFOLIO COMPARISON

12/31/2016 Vs 12/31/2015
¢ Yield o Yield 221%
®  [ncome $2232300.68 o Tncome §$2,291,401.00

Treasury Yield Curve
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'l'he information and dara contained in this reporl are from sources considered rehable, but ther accuracy and
completeness 15 nog guaranreed. This report hes heen prepared for illastoative purposes oaly and is oot
intended m be used as a substtute for monthly ransaction statements Fou regetve on 2 regular basis from
Morgan Sranley Wealth Management, Please compars the data on thos document carefuly with your monthly
statements to verify its sccorsey, The Company strongly encourges you 19 consult wirh your own
accourants or ather advisnrs with respect to any rax questions 1 3

As of 09/30/2016

ACCOUNT VALUR:
$111,754,070.39

CURRENT YTHLIY: 2.03%

PRO[ECTED INCOME:
$2,267,144.05

LATE Yumnn: G.57%

As of 06/30/2016

ACCOUNT VALUE:
$111,666,769.93
CURRENT YIFLD: 2.01%
PROJECTED INCOME:
$2,247.346.01

LAIF YIELD: 0.55%

As of 03/31/2016

ACCOUNT VALUE:
$109,976,985.44

CURRENT Y1ELD: 2.10%

PROJECTED INCOME:
$2,377,331.00

LATF Yua.m: 046%:

As of 12/31/2015

ACCOUNT VALUE:
$103,750,444.34

CURRENT Y1ULD: 2.21%

PROJECTED INCOMT:
$2,291,401.00

TATE YL (LA

PORTFOLIO STATISTICS

Page 4 of 38



Christopher A Breman YWealth Management

Senior Viee Presiden! 1478 Stone Point Drive: Sute 500
U8 Goverminens Latife Roseville, CA 95601

Speciviis

Fineeral Advizor e

Tall ives B4 3iME 0636

Morgan Stanley

Ca Tasurwe 1, #007 445
MRS #1475050
chris.abesmani moreanstanlev.con

December 14, 2016

City of Lincoln
600 Sixth Street
T.incoln, CA 95648

TNVESTMENT OVERSIGHTT COMMITTEL - QUARTERLY MEETING (Q4-2016)

Comiments:

We continue to outperform all benchmark indexes in the City of Lincoln portfolio. The continued
cominitment to a $2.5M monthly investment in to the ladder has allowed us to continue to gencrate
solid yield relative to the market.

Outlook-

We expect the Interest Rate market to contnue to “normalize” in 2017, We expect that the FOMC
will raise the Fed Funds rate 2 ot 3 times in 2017. The cuttent cash flow model shows a plan to
maintain a monthly investment of $2.5M for 2017, We expect that improving cash flows for the City
will provide the liquidity needed to maintain rarget investment where maturing securities don’t meet
full cash need.

Discussion points:

o PERIORMANCL DFTAIL {AS OF SerriMBLRr 30, 2016

o Account Valuc: § 110,681,568.75

o Current Yield = 2.1%
o0 Projected Income = $2,282,908
o LAIF Cutrent Yield = 0.68%

e  PORTFOLIO MANAGEMENT
o Target $2 - $2.5M per month in to ladder

Best wishes,

Chris A. Becman

Senior Vice President

11.8. Government Entity Specialist
Financial Advisor

Movgan Stanley Smuth Bamey LLE Member SIPC.
Page 5 of 38
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Investment Policy



CITY OF LINCOLN 2017 INVESTMENT POLICY
I. POLICY

In accordance with the laws of the State of California, and under authority granted by
the people of the City of Lincoln, the City Treasurer is responsible for investing and
safely keeping the unexpended cash funds of the City of Lincoln,

The investment of the funds of the City of Lincoln is directed to the goals of safety of
principal, liquidity, and vield in that crder. The authority governing investments for
municipal governments is set down in the California Government Code, Sections 53601
through 53659,

The primary objective of the investment policy of the City of Lincoln is SAFETY OF
PRINCIPAL. Investments shall be placed in those securities as outlined by type and
maturity sections in this document. Effective cash flow management and resulting cash
investment practices are recognized as essential to goed fiscal management and
contral. The City's portfolic shall be designed and managed in a manner responsive to
the public trust and consistent with state and local law. Portfolio management requires
continual analysis and as a result, the balance between the various investments and
maturities may change in order to give the City of Lincoln the optimum combinatien of
necessary liquidity and optimal yield based on cash flow projections.

II. SCOPE

The investment policy applies to all financial assets of the City of Lincoln as accounted
for in the Annual Financial Report. Policy statements outlined in this document focus on
the City of Lincoln's pooled funds, but will also apply to all other funds under the City
Treasurer's span of control unless specifically exempted by statute or ordinance. This
policy is applicable, but not limited to all funds listed below:

1. General Fund

2. Special Revenue Funds

3. Capital Project Funds

4, Enterprise Funds

5. Trust Funds

6. Any New Funds created by the City Council unless specifically exempted

One exception does exist regarding the investment of bond cash reserve funds. If in the
opinion of the City Treasurer, matching the segregated investment portfolic of the bond
reserve fund with the maturity schedule of an individual bond issue is prudent given
current economic analysis, the investment policy authorizes extending beyond the five
year maturity limitation as outlined in this document.
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Hl. PRUDENCE

The standard of prudence to be used for managing the City’s investments shall be
California Government Code Section 53600.3, the prudent investor standard which
states, “When investing, reinvesting, purchasing, acquiring, exchanging. selling, or
managing public funds, a trustee shall act with care, skill, prudence, and diligence under
the circumstances then prevailing, including, but not limited to, the general economic
conditions and anticipated needs of the agency, that a prudent person acting in a like
capacity and familiarity with those matters would use in the conduct of funds of a like
character and with like aims, to safeguard the principal and maintain the liquidity needs
of the agency.”

The City Treasurer and other individuals assigned to manage the investment portfolio,
acting within the intent and scope of the investment policy and other written pracedures
and exercising due diligence, shall be relieved of personal responsibility and liability for
an individual security's credit risk ar market price changes, provided deviations from
expectations are reported in a timely manner and appropriate action is taken to control
adverse developments.

IV. OBJECTIVES

The City's funds shall be invested in a manner designed to accomplish the following
objectives which are listed in pricrity order:

Safety of Principal

Safety of principal is the foremost objective of the City of Lincoln. Each investment
transaction shall seck to ensure that capital iosses are avoided, whether from securities
default, broker-dealer default, or from erosion of the market value. The City shall seek to
preserve principal by mitigating the two types of risk, credit risk and market risk.

Credit Risk - defined as the risk of loss due to failure of the issuer of a security, shall be
mitigated by investing in investment grade securities and by diversifying the investment
portfolic so that the failure of any ene issuer does not unduly harm the City's capital
base and cash flow.

Market Risk - defined as market value fluctuations due to overall changes in the general
level of interest rates, shall be mitigated by limiting the average maturity of the City's
investment portfolio to two years, the maximum maturity of any one security to five
years, structuring the portfolio based on historic and current cash flow analysis
eliminating the need to sell securities prior to maturity and avoiding the purchase of long
term securities for the sole purpose of short term speculation.

Liquidity
Because the City operates its own water, sewer, and garbage utilities and bills for these
services monthly, significant cash flow is generated on a daily basis. Historical cash flow
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trends are compared to current cash flow requirements on an ongoing basis in an effort
to ensure that the City's investment portfolio will remain sufficiently liquid to enable the
City to meet all reasonably anticipated operating requirements.

Yield

The investment portfolio should he designed to attain a market average rate of return
through budgetary and economic cycles, consistent with the risk limitations, prudent
investment principles and cash flow characteristics identified within the financiai
statements.

V. MATURITY MATRIX

It is the City's full intent, at the time of purchase, to hold all investments until maturity to
ensure the return of all invested principal dollars.

However, it is realized that market prices of securities will vary depending on economic
and interest rate conditions at any point in time. It is further recognized that in a well-
diversified investment portfolio, occasional measured losses are inevitable due to
economic, bond market, or individual security credit analysis. These occasional losses
must be considered within the context of the overall investment program objectives and
the resultant iong-term rate of retumn.

Maturities of investments will be selected based on liquidity requirements to minimize
interest rate risk and maximize earnings. Current and expected yield curve analysis will
be monitored and the portfolio will be invested accordingly. The weighted average
maturity of the pooled portfolio should not exceed two years.

VI. PERFOCRMANCE EVALUATION

Investment performance is continually monitored and evaluated by the City Treasurer.
Investment performance statistics and aclivity reports are generated quarterly for
presentation to the City Manager, Investment Committee and City Council.

VIl. DELEGATION OF AUTHORITY

On QOctober 13, 1981, the City Council adopted Ordinance 397B, which established the
Office of the Director of Finance position for the City of Lincoln, That ordinance
assigned to the Director of Finance those duties set forth in Sections 37202 through
37209 and 40802 through 40805 of the Government Code of the State of California,
Pursuant to City of Linceln Qrdinance number 397B, the City Manager is the Director of
Finance. The City Manager may delegate the day to day duties of the Office of the
Director of Finance to the Director of Administrative Services.
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The City Treasurer is responsible for investment of all unexpended City funds as per
California Government Code section 41000 et al. Daily management responsibility has
been delegated to the Director of Finance, who shall establish procedures for the
operation consistent with this investment policy. In addition, the authority to initiate
investment transactions has also been delegated to the Director of Finance..

VIl INVESTMENT COMMITTEE

An investment committee consisting of the City Treasurer, two council members of the
Linceln City Council and a number of citizens at large to be determined by the City
Council is established o provide general oversight and directiocn concerning the policy
related to management of the City’s investment pool. This committee shall act in an
advisory manner to the City Treasurer on areas covered by this Investment Policy. The
Director of Finance acts in a staff and advisory capacity to the Investment Committee.
The Investment Committee shall meet quarterly or upon request of members of the
Investment Committee.

{X. ETHICS AND CONFLICTS OF INTEREST

Officers and employees invelved in the investment process shall refrain from personal
business activity that conflicts with the proper execution of the investment program, or
impairs their ability to make impartial investment decisions. Additionally, the City
Treasurer and the members of the investment commitiee are required to annually file
applicable financial disclosures as required by the Fair Political Practices Commission
(FPPC).

X. SAFEKEEPING OF SECURITIES

To protect against fraud, embezzlement, or losses caused by a collapse of an individual
securities dealer, all securities owned by the City shall be held in safekeeping by a third
party bank trust department, acting as an agent of the city under the terms of a custody
agreement. However, as to the minimum legal requirement per Government Code
Sections 53601 and 53608, as long as the securities for safekeeping are held in the
name of or under the control of the agency and kept legally separate trust depariment,
they can be held by the same firm from which they were purchased.

Securities held in custody for the City shall be independently audited on an annual basis
to verify investment holdings.

All exceptions to this safekeeping policy must be approved by the City Treasurer in
written form and included in quarterly reporting to the City Council.
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XI. INTERNAL CONTROL

Internal controls are a set of policies and procedures to prevent deliberate or misguided
use of funds for unauthorized purposes. The City of Lincoln’s Investment Policy
describes and formalizes measures ta minimize the risk of loss and to ensure that
financial reporting of the City's investments is accurate and timely, A common internal
control element, with respect to cash management, is segregation of duties. Sections
VI, VII, VIl and X of the Investment Policy segregate the duties of individuals involved
with the management and reporting of City investments in order to improve the
detection of errors or irregularities that may occur.

The sighatures of both the City Manager and the Director of Administrative Services are
required to complete long term investment transactions. Investment transactions are
completed by a qualified broker/dealer, who is contractually obligated to conform to the
Safety of Principal controls described in this policy. The investment pertfolio and ail
related transacticns are reviewed and balanced to appropriate general ledger accounts
by the Administrative Services Department on a monthly basis. Every transaction will be
independently confirmed by broker dealers directly to the City Treasurer, City Manager,
and Director of Administrative Services via e-mail. The investment portfolic statements
are included in the quarterly reporting, and are subject to the review of the investment
Committee and of the public. These internal controls conform with prevailing auditing
standards and to standard industry practices.

An independent analysis by an external auditor shall be conducted annually to review
internal control, account activity, and compliance with government policies and
procedures.

XIl. REPORTING

Staff shall review and render quarterly reports to the City Manager, Treasurer,
Investment Committee and City Council which shall include the face amount of the cash
investment, the classification of the investment, the name of the institution or entity, the
rate of interest, the maturity date, the current market value and accrued interest to date
due for all securities.

Xlll. QUALIFIED BROKERS/DEALERS

The City shall transact business only with banks and brekers/dealers. Investment staff
shall investigate dealers who wish to do business with the City to determine if they are
adequately capitalized, have pending legal action against the firm or the individual
broker, and make markets in the securities appropriate to the City's needs. All securities
shall be issued by organizations of either A grade or better by either

Moody's or Standard and Poor's Index of Investments or backed by the full faith of

the government of the United States.
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The Director of Finance shall annually send a copy of the current investment policy o all
broker/dealers approved to do business with the City. Confirmation of receipt of this
policy shall be considered evidence that the dealer understands the City's investment
policies and intends to sell the City only appropriate investments authorized by this
investment policy.

Collateral is required for investments in certificates of deposit, repurchase agreements,
and reverse repurchase agreements. In order to reduce market risk, the collateral level
will be at least 102% of marked value of principal and accrued interest.

In order to conform with the provisions of the Federal Bankruptcy Code which provides
for liquidation of securities held as collateral, the only securities acceptable as collateral
shall be certificates of deposit, commercial paper, eligible bankers acceptances,
medium term notes or securities that are the direct obligations of, or are fully
guaranteed as to the principal and interest by the United States or any agency of the
United States,

XIV. AUTHORIZED INVESTMENTS

Investment of City funds is governed by the Califernia Government Code Sections
53600 et seq., within the context of the limitations, the following investments are
authorized, as further limited herein;

1. United States Treasury Bills, Bonds, and Notes or those for which the full faith and
credit of the United States are pledged for payment of principal and interest. There is no
percentage limitation on the portfolio, which can be invested in this category, although a
five-year maturity limitation is applicable.

2. Federal agency or United States government-sponscred enterprise obligations,
participations or other instruments, including those issued by or fully guaranteed as to
principal and interest by federal agencies or United States government-sponsored
enterprises. There is no percentage limitation on the portfolio for these securities,
although a five-year maturity limitaticn is applicable.

3. Local Agency Investment Fund (LAIF) which is a State of California managed
investment pool may be used up to the maximum permitted by Califomia State Law.
LAIF is a demand account s¢ no maturity limitation is required.

Investments detailed in items 4 through 11 are further restricted te percentage of the
cost value of the portfolio in any one-issuer name to a maximum percentage of 15%.
The total value invested in any one issuer shall not exceed 5% of the issuer's net worth.
Again, a five-year maximum maturity is applicable unless further restricted by this

policy.
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4. Bilis of exchange or time drafts drawn on and accepted by commercial banks,
otherwise known as banker's acceptances. Bankers acceptances purchased may not
exceed 180 days to maturity or 40% of the cost value of the portfolio.

5. Commercial paper rated P1 by Moody's Investor Services, A1 by Standard and
Poor's or F1 by Fitch, and issued by domestic corporations having assets in excess of
$500 million and having an AA or better rating on its long term debentures as provided
by Moody's or Standard and Poor's. Purchases of eligible commercial paper may not
exceed 270 days to maturity nor represent more than 10% of the outstanding paper of
the issuing corporation. Purchases of commercial paper may not exceed 15% of the
cost value of the portfolio.

6. Negotiable certificates of deposit issued by nationally or state chartered banks or
state or federal savings institutions. Purchases of negotiable certificates of deposit may
not exceed 30% of the total portfolio. A maturity limitation of five years is applicable.

7. Medium Term Corporate Notes, with a maximum maturity of five years may be
purchased. Securities eligible for investment shall be rated A or higher by Moody's or
Standard and Poor's rating services at the time of purchase. Purchase of medium term
notes may not exceed 30% of the market value of the portfelio and not more than 15%
of the market value may be invested in notes issued by one corporation, Commercial
paper holdings should also be included when calculating the 15% limitation.

8. Bonds issued by a local agency within this state, including bonds payable solely out
of the revenues from a revenue-producing property owned, controlled, or operated by
the local agency, or by a department, board, agency, or authority of the local agency.
Purchases of bonds issued by local agencies must be rated “AAA™ and may not exceed
15% of the cost value of the portfolio.

ineligible investments are those that are not described herein, including, but not limited
to: comman stocks and long term (over five years maturity} notes and bonds are
prohibited from use in this portfolic unless specifically allowed both by state law and City
Council approval. It is noted that special circumstances may arise where these methods
of investment may become necessary. When this becomes necessary, the City Council
will be asked to take the appropriate action to ratify the means of investment necessary,
previded that it is allowable by California Code.

The following table depicts the maximum percentage limitations and investment terms
by instrument which shall be used for the City's pocled funs portfolio:
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Maximum Maximum

Investment Type .Speciﬁed % of Maturity

Portfolio
LS Treasury Obligations 100% 5 Years
US Gov't Agency Obligations 100% 5 Years

Local Agency Investment Fund {LAIF) £ Pemmiled By AsTheCea By

Law Law
Bankers Acceptances 40% 180 Days
Commercial Paper of Prime Quality 15% 270 Days
Negotiable Certificates of Deposit 30% 5 Years
Medium Term Corporate Notes 30% 5 Years
California Local Agency Obligations 15%: 5 Years

XV. LEGISLATIVE CHANGES

Any State of California legislative action that further restricts allowable maturities,
investment type, or percentage allocations will supersede any of the material presented
herein. In this case, the applicable law will become part and parcel of this investment
policy.

XVI. INTEREST EARNINGS.

All monies earned and collected from investments authorized in this policy shall be

allocated monthly to various fund accounts based on the cash balance in each fund as
a percentage of the entire pooled portfolio.
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XVII. LIMITING MARKET VALUE EROSION

The langer the maturity of securities, the greater their market price volatility.
Therefore, it is the general palicy of the City of Lincoln to limit the potential effects of
market value erosion by adhering to the following guidelines:

1. Altimmediate and anticipated changes in liquidity requirements will be addressed
prior to purchasing all investments.

2. Maturity dates far long-term investments will coincide with significant cash flow
reguirements where possible to assist with short term cash requirements at maturity,

3. All long-term securities will be purchased with the intent to hold all investments to
maturity under the prevailing economic conditions. However, economic or market
conditions may change, making it in the city's best interest to sell or trade a security
prior to maturity.

XVIIl. PORTFOLIO MANAGEMENT ACTIVITY

The investment program shall seek to augment returns consistent with the intent of this
policy, identified nsk limitations and prudent investment principles. These objectives will
be achieved by use of the following strategies:

Active Portfclic Management: Through active fund and cash flow management, taking
advantage of current economic and interest rate trends, the portfolio yield may be
enhanced with limited and measurable increases in risk by extending the weighted
maturity of the total portfolia,

Portfolio Maturity Management: When structuring the maturity composition of the
portfolic, the City shall evaluate the current cash flow trends, expected interest rate
yields, and necessary cash flow requirements. It is recognized that in optimal market
condition, longer maturities produce higher yields.

Securities Swaps: The City may take advantage of a security swap opportunity in order
to improve overall portfolio yield. A swap, which improves the portfolio yield, may be
selected even if the transactions will result in an accounting loss.  Documentation for
swaps will be included in the City's permanent investment file documents.

XIX. POLICY REVIEW
The City of Lincoln's investment policy shall be adeopted by resolution of the City Council

annually on a calendar year basis. This investment policy shall be reviewed at least
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annually to ensure that it is consistent with the objectives of safety. liquidity, yield, and
relevance to current faw and financial and economic trends. Any amendments to this
policy, other than State and Federal Laws, which automatically supersede the relevant
sections, shall be forwarded to the City Council for adoption by resolution.
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Fiscal Year 2016 - 17

Mid-Year Budget
Analysis



Mid Year Budget Adjustment - GENERAL FUND
FY 2016-2017

YTD ACTUALS
2016-17 BUDGET as of PROPOSED
as of 12/31/2016 12/31/2016 ADJUSTMENT  REVISED BUDGET
REVENUES
GENERAL REVENUE
Property Taxes $ 6,008,186 § 3,383,388 $ . $ 6,008,186
Sales & Other Taxes $ 3609553 § 1,786,615 - 3,609,553
Licenses & Permits $ 1,051,003 $ 354,154 - 1,051,003
Intergovernmental $ 3,104,781 $ 1,774,772 159,158 3,263,939
Service Charges $ 466,894 § 276,314 (59,000} 407,894
Leisure Services $ 781,850 3 368,437 35,000 816,850
Fines & Foreitures 3 40,000 $ 20,478 - 40,000
Use of Monev/Property $ 281,471 $ 118,194 - 281,471
Other Revenues $ 098,600 $ 161,385 - 998 600
Revenue Total $ 16,342,338 $ 8,233,733 $ 135,158 $ 16,477,496
Transfers In 358,861 358,861 358,861
Total Operating Revenues $ 16,701,199 § 8502594 & 135,158 % 16,836,357
EXPENDITURES BY DEPARTMENT
Police $ 5,489,299 $ 2675210 $ 150,000 3 5,639,209
Fire 5 4,363,527t § 2,402,317 23,000 4,386,527
Recreation 3 835,828 $ 369918 28.050 863,878
Library $ 519418 % 238,142 28,158 547,576
Support Services $ 369,467 $ 131,741 - 369,467
City Council / Treasurer $ 251,508 $ 132,795 - 251,508
Economic Development $ 265,711 $ 95,869 - 265,711
Development Services 3 827,947 % 413,128 - 827,947
Parks $ 238,168 $ 112,715 238,168
Facilities Maintenance $ 181,899 $ 85,389 - 181,809
City Attorney $ 150,000  $ 72,953 - 150,000
City Manager $ 25000 & 16,619 15,000 16,619
Expenditures Total 3 13,517,772 $ 6,746,796 5 244,208 5 13,738,500
Transfers Gut 3,015,757 1,632,657 3,015,757
Total Operating Expenditures $ 16,533,529 $ 8,279,353 $ 244 208 $ 16,754,356
‘Operational Surplus/(Deficit) $ 167670 & 313,21 b (109,050) % 82,001
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City of Linceln
Fiscal Year 2016-17 Mid Year Budget Adjustments

Revenues

General Fund - Fund 100
131,000 Fire Strike Team reimbursements
28,158 Library Grants
35,000 Increased Recreation programs
(59,000) Lower than anticipated permits issued

135,158

Park=In-Lleu - Fund 215
60,000 Baszed on expected permits from specific developments

60,000

PCWA Connection Fees - Fund 225
(1,500,000} Lower than anticipated permmits issued

(1,500,000}

Supplemental Fees - Fund 236
{34,000} Lower than anticipated permits issued

{34,000)

PFE Transportation - Fund 240
{321,000} Lower than anticipated permits issued

{321,000)

PFE Comm Svcs Pollce - Fund 241
{106,000) Lower than anticipated permits issued

{106,000)

PFE Comm Swves Fire - Fund 242
{£3,000) Lower than anticipated permits issued

{53,000)

PFE Camm Svcs Admin - Fund 243
94,000 Lower than anticipated parmits issued

{94,000)

Park Tax - Fund 245
{26,000) Lower than anticipated permits issued

{26.000)

PFE Comm Svcs Parks - Fund 246
403,000 Lewer than anlicipated permits issued

(403,000)

PFE - Drainage - Fund 247
{146.700) Lower than anticipated permits issued

{146,700)
Development Services - Fund 2438
250,000 Higher than anticipated encroachment permits issued
250,000
Capital Improvements - Fund 540 (825,000 Revenue received in FY 2015/16
{825,000)

Vehicle/Equipment Fund - Fund 610 38,000 Fire Strike Team Equipment reimbursement
38,000

Water Non-Operations - Fund 715
{575,000 Lower than anticipated permils issued
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City of Lincoln
Fiscal Year 2016-17 Mid Year Budget Adjustments
(575,000)

Revenues

Wastewater Non-Operations - Fund 725
77.000 RWA grant reimbursement
634,000 COJA trueup payment
(597,000} Lower than anlicipated permits issued

114,000
PFE - Solid Waste - Fund 735

{85,000) Lower than anticipaled permits issued
{85,000
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City of Lincoln
Fiscal Year 2016-17 Mid Year Budget Adjustments

Expenditures

General Fund - Fund 100

15,000 Palice Chief recruitment - City Manager/HR
150,000 Results of PERS audit - Police
28,050 Additional prograrms - Recreation
28,158 Grant funded lraining/literacy program - Library
23,000 Software upgrades - Fire
244,208
NID Connections - Fund 226 6,000 NID treatment plant praject
6,000
Development Sarvices - Fund 248
53,000 CFD Formation ¢osts - Engineering/Support Services
95,000 Additional support - Engineering/Community Development
148,000
Landscape & Lighting - Fund 270 5,000 Unforeseen QT due to storm cleanup - Public Svcs
5,000
fnternal Services - Fund 600
4,000 Purchase of scanner - Public Sves
16,250 Higher than anticpiated Election Cosls - City Manager
17,000 Annual Assessment Air Poliution Control Board - Engineering
37,250
Water Operations - Fund 710
250,000 Additional water purchases - Public Svcs
10,000 RWA Grant Management Agreement - Public Svos
260,000
Water Non-Operations - Fund 715
40,000 Purchase of addilional waler meters - Public Sves
40,000
Wastewater Operations - Fund 720
400,000 SMO-1 Pump slatign utilities - Public Svcs
(10,779) Costs for closed landfill - budgeted to incorrect fund - Public Sves
5,000 OT due to unforeseen repairs - Public Sves
394,221
Solid Waste Operations - Fund 730
10,779 Costs for closed landfill - budgeted to incorrect fund - Public Sves
10,779
Airport Operations - Fund 750
5,000 Communications budget keyed incorrectly - Public Sves
5,000
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